UNI TED STATES DI STRI CT COURT
FOR THE DI STRI CT OF RHODE | SLAND

KNOX ASSOCI ATES, | NC.
d/ b/a THE KNOX COVPANY

V. C. A. 01-415S
EMERGENCY ACCESS SYSTEMS, | NC.

MEMORANDUM AND ORDER

In this matter, the plaintiff, Knox Associates, Inc.
(“Knox”), has filed a nmotion to amend this court’s Report and
Recommendati on (“R&R’) dated October 21, 2002. The defendant,
Emer gency Access Systens, Inc. (“EAS”), has objected. EAS has
filed a motion for reconsideration of the R&R based upon “new
evi dence” and Knox has filed a notion to strike EAS notion
for reconsideration. These notions were referred to a
magi strate judge for determnation. 28 U S.C. 8 636(b)(1)(A);
Local Rule 32(c). A hearing was held on Novenber 14, 2002.
Thereafter, this court met with counsel and requested a copy
of all relevant state court pleadings involving these parties
in a conpanion matter, and supplenental briefing as to the
def endant’s notion for reconsideration. The court also
offered the parties an additional opportunity to be heard on
t hose suppl emental briefs. A further hearing was held on
Decenber 23, 2002. During that hearing, the parties agreed
that the Sal es Agency Agreenent (“the Agreenent”) has been
termnated and is no longer in effect.

Knox’'s Motion to Amend the Report and Reconmendati on

Knox argues that 9 1 of the recommended injunction on
page 31 of the R&R should be anmended to include a prohibition
agai nst EAS use of key codes derived from Knox Master Keys.
The R&R, ¥ 1 on page 31, if accepted, would require EAS to
return to Knox all master keys in its possession which are

coded for use in Knox products. In addition, Knox requests
t hat EAS be prohibited fromusing any key codes correspondi ng
to a Knox master key. |f so anmended, the recomended

i njunction would prevent EAS from repinning any |lock core in
its inventory to receive a Knox master key and selling that
| ock core separately or as part of a |lock box, either an EAS
|l ock box or a Knox lock box. In its supporting nmenorandum



Knox states “G ven the [] findings regarding Knox’s ownership
of the Master Keys, it necessarily follows that Knox al so owns
t he key codes and that EAS actions in deciphering codes from
the keys was inproper.” Knox's Mem at 2.

EAS argues that since Knox never owned the key codes
assi gned by Medeco, but nerely was granted their exclusive use
by Medeco, EAS should not be prohibited fromusing the key
codes. Indeed, the R&R, at page 13, cites to the deposition
testimony of Clyde Roberson, a Medeco enployee, to the effect
t hat Medeco assigns key codes to its custoners, here Knox, and
that key code is for that custoner’s exclusive use. The key
codes are not sold by Medeco to a custoner, but are only
assigned for the custonmer’s exclusive use. Consequently, EAS
argues that it should be able to use the key codes assigned to
Knox as Knox does not own them Only Medeco, the owner of the
key codes, would have the right to request injunctive relief
as to the use of the key codes and Medeco is not a party to
this litigation. Also, EAS argues that since there is no
prohi bition on conpetition with Knox and that EAS nmay continue
selling fromits inventory, EAS should not be required to
refrain fromuse of the key codes.

Both parties set forth some nerit in their respective
arguments. This court agrees with EAS that the testinony in
this matter supports a finding that Knox does not own the key
codes assigned to it by Medeco for Knox's exclusive use. But
this does not nean that Knox has no basis for seeking
reasonabl e equitable relief regarding the use of its exclusive
key codes. The fact that EAS has obtained Knox s excl usive
key codes which it uses to repin |lock cores to accept Knox
mast er keys and deprive Knox of an opportunity to nake a sale
and, therefore, a profit, does not nean that Knox is wthout
any basis to request injunctive relief. After all, Knox has
t he exclusive use of the key codes as granted to it by Medeco.
EAS has obtai ned those key codes through possession of
numer ous master keys which were received from Knox and not
forwarded to a specific fire departnment. All of this occurred
wi t hout Knox’s knowl edge. It would be unfair and unjust to
al l ow EAS to continue use of the key codes assigned to Knox
under these circunstances. However, EAS is correct that it
may continue to sell the remaining inventory in its possession
subsequent to the term nation of the Agreenent. Therefore, it
woul d be incorrect to prohibit EAS from selling any coded | ock
core purchased from Knox before the Agreenent was term nated.
However, this would not include any |ock core purchased from



Medeco after term nation of the Agreenent and repinned to
accept a Knox master key. Such a |lock core would not be
included in the term“inventory” as contenpl ated by the
Agreenent. Consequently, Knox’s notion to anmend is granted in
part and § 1 of the R&R on page 31 is anended to read as

foll ows:

1) t hat Knox be declared the owner of its master
keys and that EAS be required forthwith to
return to Knox all master keys in its possession
whi ch are coded for use in Knox products. EAS
shoul d al so be required to identify the specific
fire departments to which each master key is
assigned. Additionally, EAS should be enjoined
from using any key codes assigned for Knox's
excl usi ve use, except for any coded | ock cores
whi ch EAS purchased directly from Knox prior to
the term nation of the Agreenent and which were
in EAS inventory at the tinme of such
term nation.

EAS ©Mbtion for Reconsideration Based on New Evi dence
Knox's Motion to Strike EAS Motion

EAS has filed its notion based upon a jury verdict in a
conpani on acti on brought by EAS agai nst Knox in the Rhode
| sland state court. |In that state court action, EAS prevailed
inthat it received a jury verdict on October 22, 2002 of
$311,599. 32, including interest and costs. EAS argues that
the jury verdict was reached upon a finding by that jury “that
Knox materially breached its obligations under the Distributor
Agreenent that fornmed the basis of their relationship between
the parties.” EAS Mem at 1. The issue of whether Knox
term nated the Agreenent in accordance with the terns of the
Agreement was not brought before this court, but was raised
only in the state court action. Consequently, this court did
not consider this issue, although EAS, which brought the state
court action, requested this court consider this issue even
t hough not raised here.

Further, although EAS argues vociferously that the state
court verdict “judicially determ ned that the term nation was
i mproper”, EAS Mem at 3, the problemfacing this court is
how to interpret and apply the state court verdict to this
pendi ng federal court action. As a result, this court
requested the parties to submt copies of the relevant state



court pleadings. 1In response to this request, the parties
submtted nultiple pleadings including sone pleadings in a
state court case filed in Californial.

A review of the pleadings in the Rhode |Island state court
case reveals that in May 2001 EAS filed an Anmended Conpl ai nt
and Jury Demand which set forth three causes of action: (1)
Breach of Contract; (2) Breach of the Duty of Good Faith and
Fair Dealing; and (3) Tortious Interference with Business
Rel ati onships. In June 2002, Knox filed an Amended Answer to
t he Amended Conpl ai nt denyi ng these causes of action and
setting forth nunmerous affirmative defenses. In January 2002,
EAS noved in limne to preclude Knox fromintroduci ng evi dence
of trade dress infringenment and to preclude Knox from
asserting any breaches of the Agreenment by EAS. 1In COctober
2002, Knox nmoved in limne to preclude EAS fromreferring to
claims filed in any other court, to preclude EAS from using
certain witten reports and charts, to preclude EAS from using
St. Sauveur’s testinony regarding the neaning of the Agreenent
and its amendnents, to preclude EAS from presenting evidence
regardi ng Knox’s contact with EAS alleged clients (other than
t hose relevant to the anended conplaint), to preclude EAS from
presenting testinmony from Bruce Bodge, and to preclude EAS
fromreferring to or presenting evidence of punitive damges
until the state court ruled on whether the evidence supported
such a claim It is not clear fromthe docunents submtted by
the parties as to whether the state court heard these npotions
inlimne and, if so, what the state court rul ed.

What is clear, however, is that the state court case
determ ned only the breach of contract claim See Knox's
Mem (12/20/02) at 3.

Al so, the Interrogatories to the Jury listed two
gquestions: (1) “Has the plaintiff, [EAS], proven by a fair
preponderance of the evidence that the defendant breached the
contract” and (2)(if the answer was in the affirmative), “Wat
danmages do you award to [EAS]?” The state court jury
determ ned that Knox did breach the Agreenent as it acted
wi t hout good cause and awarded EAS $256, 000. 00 pl us interest
and court costs for a total of $311,599.32. Follow ng the
verdi ct, Knox noved for judgment or, alternatively, for a new

! The parties agree that Knox subsequently dism ssed the natter
brought by it inthe California state court or, at the very |east,
the California court stayed the matter.



trial pursuant to RI. Sup. Ct. Rules of Civil Procedure
50(b). EAS opposed this notion and noved pursuant to Rules 50
and 59 for an additur or an anmendnment to the judgnment. EAS

al so noved for entry of an injunction “enforcing the

provi sions of the [Agreenent], as anended, that require al

sal es of Knox products in Connecticut, Massachusetts and Rhode
I sland to be made through EAS.” See EAS Supp. Mem in
Support of an Injunction at 3. The state court denied al
post-trial notions.

EAS now argues that Knox shoul d be denied injunctive
relief in the federal court because the state court judgnent

is res judicata as to all issues raised by Knox in seeking the
prelimnary injunction in federal court since all these issues
coul d have been raised in the state court action. In essence,

EAS argues that the issues raised by Knox in its request for
injunctive relief should have been raised in the state court
matter by way of a conpul sory counterclaimpursuant to state
court Rule 13(a). Knox responded by arguing that the doctrine
of res judicata does not apply here “because the state court
action only concerned the term nation of EAS s contract and
actions occurring prior to that term nation” whereas the
federal court litigation involved “clainms which arose entirely
after the contract was termnated.” Knox’s Mem on Res

Judi cata Principles at 1.

Under the federal |law of res judicata, a
final judgment on the nmerits of an action
precludes the parties or their privies from
relitigating clainms that were raised or
coul d have been raised in that action. The
policy rationale behind res judicata is to
“relieve parties of the cost and vexation
of multiple lawsuits, conserve judici al
resources, and, by preventing inconsistent
deci si ons, encourage reliance on

adj udi cation.” Res judicata, therefore,
prevents plaintiffs fromsplitting their
claims by providing a strong incentive for
themto plead all factually rel ated

al |l egati ons and attendant |egal theories
for recovery the first time they bring
suit.

Apparel Art Intern. v. Anertex Enterprises, 48 F.3d 576, 583
(1st Cir. 1995)(quoting Allen v. MCurry, 449 U. S. 90




(1980) (citations omtted).

In making a determ nation as to whether res judicata
precludes litigation of a party’s clains, the court shoul d
consider three factors: (1) whether a final judgment was
entered on the nerits in an earlier suit; (2) whether there is
sufficient identity between the causes of action asserted in
the earlier and later suits; and (3) whether there is
sufficient identity between the parties in the two suits. 1d.

Here, there is no dispute that there
was a final judgnent entered in the state
court and that there is identity of the
parties as the parties are the sane in both
| awsuits. The question is whether there is
sufficient identity between the clains
raised by EAS in the state court and the
claims raised by Knox in the federal court.

[ A] cause of action is defined as a set of
facts which can be characterized as a
single transaction or a series of related
transactions. The cause of action,
therefore, is a transaction that is
identified by a conmmon nucl eus of operative
facts. ...if the facts forma commpn

nucl eus that is identifiable as a
transaction or series of related
transactions, then those facts represent on
cause of action.

ld. at 583-84.

Here, the cause of action that was presented in the state
court action was whet her the Agreenment was breached by Knox.
The state court jury determned that it was so breached and
awar ded EAS damages. Obviously, neither Knox nor EAS coul d
relitigate that issue in federal court. But the issues raised
by Knox in the federal court and, in particular, the request
for a prelimnary injunction do not include the issue of
whet her Knox breached the Agreenent. The federal court action
seeks, inter alia, relief because the Agreenment was term nated
by Knox and Knox seeks relief as to the obligations of EAS
following the term nation of the Agreenment. The rights and
obligations of the parties, in particular EAS, after the
term nation of the Agreenent were not addressed in the state
court and were not raised in the state court action.



The real issue here is whether the clainms of Knox, or
sonme of them raised in the federal court action are preluded
by Fed. R Civ. P. 13(a)(conpul sory counterclainms). Rule
13(a) requires that the counterclaimbe in existence at the
time the pleading is served. Here, when Knox served its
answer to EAS conplaint in the state court, the issue of
whet her the Agreement was actually and properly term nated was
unresol ved and di sputed. Consequently, Knox did not then have
a claimas to the rights and obligations of the parties under
the Agreenent followng termnation until there was a
determ nation as to the effect of Knox’s termnation letter
See United States v. MV Santa Clara |, 819 F. Supp. 507, 514
(D.S.C. 1993)(when a claimis not mature as of the tinme the
answer is filed, that claimis not a conmpul sory counterclaim.
Al so, the issues of ownership of the master keys, use of the
1- 800- KNOXBOX t el ephone nunber, and the use of the inventory
after term nation were not addressed in the Agreenent and,
therefore, were not a part of the issue before the state
court. \Whether or not the Agreenent was term nated by Knox
properly, these issues would remain unresolved as the
Agreenent was silent as to each

To determ ne whether a counterclaimis conpul sory or
perm ssive, the First Circuit has set forth four tests to be
consi dered by the determ ning court. These include:

1) Are the issues of fact and | aw raised by
the claimand counterclaimlargely the
sanme?

2) Wuld res judicata bar a subsequent suit
on defendant’s clai mabsent the conpul sory
counterclaimrul e?

3) WIIl substantially the sane evidence
support or refute plaintiff’s claimas well
as defendant’s counterclain?

4) |Is there any logical relation between
the claimand the counterclainf

lglesias v. Mutual Life Ins. Co. of New York, 156 F.3d 237,
241 (1sst Cir. 1998); see also, 6 Wight, MIler & Kane,
Federal Practice and Procedure, 8§ 1410, at 50 et segq.

Applying these tests to the instant matter, it is clear



that the issues raised in Knox's request for prelimnary

i njunction do not conprise a conmpul sory counterclaim The
facts certainly are not the same in that this request for
prelimnary injunction deals with post-term nation issues and
the state court action dealt with pre-ternination issues. See
Kopf v. Chloride Power Electronics, Inc., 882 F. Supp. 1183,
1188 (D.N.H. 1995). There is no common nucl eus of operative
facts so that res judicata would not bar this federal court
action. The clainms in the state and federal courts do not
rely upon substantially the sanme evidence. And, while there
is some relationship between the proper term nation of the
Agreenent and the rights and obligations of the parties
thereafter, logic does not require that these issues be
determned in the same lawsuit. After consideration of the
four tests, this court concludes that Knox s request for a
prelimnary injunction need not have been brought as a

conpul sory counterclaimin the state court action.

In response to this nmotion, Knox filed its notion to
strike EAS notion for reconsideration. This nmotion to strike
is based upon the follow ng grounds: (1) any objection to the
R&R had to be filed on or before Novenmber 1, 2002 and EAS
notion to reconsider was filed on Novenmber 7, 2002; (2) EAS
was aware of the “new evidence” on October 22, 2002, the date
the jury verdict was entered and the date EAS received a copy
of the R&R; (3) the notion for reconsideration should not be
interpreted as an objection to the R&R and, even if so
considered, it is untinmely filed; (4) there is no provision in
the Federal Rules of Civil Procedure or the Local Rules
permtting a notion for reconsideration of an R&R; and (5)

EAS, although it filed an objection to the R&R on Novenber 7,
2002, has not filed a tinely objection to the R&R

To the extent that EAS bases its notion for
reconsi deration on res judicata and conpul sory counterclai m
grounds, this court finds no support in this record for the
granting of such a notion. The issues raised in the federal
court litigation are not identical with those raised in the
state court. The conplaint in the federal court raises clains
pursuant to the Lanham Act, 15 U.S.C. 81125(a) as well as the
conmmon | aw of Rhode Island. See Verified Conpl. at § 1
Count | of the Verified Conplaint raises issues of false
desi gnation of origin, trade dress infringenment and unfair
conpetition; Count Il raises clainms of federal tradenmark
infringement; Count |11 addresses federal trademark dilution;
Count |V addresses unfair conpetition; Count V addresses



breach of the Agreement follow ng term nation; and Count VI
rai ses the issue of conversion. These are separate and

di stinct issues fromthose raised in the state court and are
based upon a different fact pattern.

Based upon the above analysis, EAS notion for
reconsideration is denied. Accordingly, Knox’s notion to
strike is denied as noot.

So order ed.

ENTER: By Order

Robert W Lovegreen Deputy Clerk
United States Magi strate Judge
January 3, 2003



